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1. Quick Overview of Cash Repatriation Strategies
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Quick Overview of Cash Repatriation Strategies

e Key considerations for formulating a profit/cash repatriation strategy include
— Remittance requirement under Chinese foreign exchange control system
— Chinese tax liabilities for the payee and deductibility of expenses for the payer
— Timing of repatriation

* The most commonly used profit/cash repatriation strategies in China include
— Dividend
— Interest
— Royalty
— Service fee
— Cost reimbursement and cost sharing, etc.
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F X Control Rule and Procedural Requirements

Huifa [2008] No. 64
ltems Subject to the Submission of Tax Certificate

® In general, only prescribed types of trade payments and non-trade payments are allowed to be remitted out of
China, provided that relevant approval, verification or filing requirements are properly fulfilled

e Scopes of payments
— Service income from Chinese parties
— Payroll compensation for working in China—received by overseas individual
— Capital relevant items, i.e. dividends, profits, interests and guarantee fees, etc.
— Non-capital items, i.e. donation, compensation, taxation and occasional income, etc.

— Rental income from finance lease, income from transfer of immovable property, income from equity
transfer, etc.

e Mandatory application for Tax Clearance/Exemption Certificates
— Where a domestic institution/individual intends to make payment to overseas
— For every single payment exceeding US$30,000 equivalent

e Effective from January 1, 2009



FX Control Rule and Procedural Requirements (Cont'd)

Huifa [2004] No. 62
Administration of Non-trade Foreign Exchange Payment for Multinational Corporations (“MNCs”)

e Applicability

Qualified Multinational Corporations (Chinese-funded multinational corporations and foreign-invested
multinational corporations) registered with State Administration of Foreign Exchange (“SAFE”) authorities

¢ Remittable non-trade payments by qualified MNC

Advanced or apportioned expenses

Salaries, benefits and allowances of the employees of foreign nationality

Overseas commercial insurance premiums of foreign employees

Overseas business trips expenses and overseas training fees

Expenses such as the R&D expenses, procurement expenses and marketing expenses
Other advanced or apportioned expenses



Tax Clearance Procedures
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Tax Clearance Procedures—Registration Requirement for “Passive” Income

Guoshuifa [2009] No. 3
Provisional Measures for the Administration of EIT Withholding for Non-resident Enterprises

e “Passive” income

— Dividend, Interest, Rental, Royalty ng;‘ipoeld
— Gains from property transfer Starting from
— Other gains Ccsntntract
age
* Impacts

— Introduced a new contract filing and withholding registration requirement for the withholding agent
— Confirmed that withholding obligations start at the time the relevant payment is made or due to be made
— New reporting requirements for Chinese companies on offshore share transfers by overseas shareholders

¢ Withholding agent’s responsibilities

- . Within 1 day if
Within 30 days Payment or due Day-to-day Within 15 days Prior Non-resident Refuse
for Payment Management to the Last Payment to Pay Tax

Withholding

Sign, Registration Withholding Designated Ledger Withholding Report to
Amend, + gontract Tax Filing and and Documentation Settlement Tax gureaus
Renew Contracts Payment for Tax Withholding Procedures

Registration



Tax Clearance Procedures—Registration Requirement for “Active” Income

SAT Decree 19
Provisional Measures on Tax Administration on Contract Projects and Service Provisions for Non-residents

e “Active” income
— “Project income”—construction, installation, assembly, decoration, exploitation, other engineering projects, etc.

— “Service income”—includes income from processing, repair and maintenance, transportation, warehousing,
consulting and agency, design, technical service, education and training and other labor services, etc.

* |mpacts
— Introduced project filing and withholding registration requirements
— Introduced project status and payment status reporting requirements

e Registration and filing requirements

Contract Within 30 days Non-resident
Signed Perform Tax Registration
Contract Within 10 days PRC Contracting Party
Amended Report Project Changes
. Within 30 days Upon Receipt PRC Contracting Party
ez s Report Payment Status

Project/Service Within 15 days Non-resident
Completed Perform Tax De-registration




Tax Clearance Procedures—Registration Requirement for “Active” Income (Cont’'d)

SAT Decree 19
Provisional Measures on Tax Administration on Contract Projects and Service Provisions for Non-residents

e Tax filings
— PE Constituted
» Quarterly provisional filing +
Annual filing + Annual settlement and clearance
— No PE

= Nil filing + submit the Application Form to enjoy the tax treaty treatments + submit Residency Proof and other
documents

9  Overview of the Foreign Exchange Requirements and Tax Rules CI tl



Tax Clearance Procedures—Treaty Benefit Claim

Guoshuifa [2009] No. 124

Administrative Measure on Tax Treaty Treatments Enjoyed by Non-residents (Provisional)

ltem Approval Requirement Filing Requirement
Applicability e Dividends * Permanent establishments and
® |nterest business profits
* Royalties e dependent personal services
e Capital gains ® independent personal services
e other tax treaty relief (except for claims
subject to the approval requirements)
Procedure e Application form ® Report form

10

Identity information report

e A certificate of tax residence of

home country

Relevant supporting documents,

e.g. property right certificate, contract or
agreement, payment voucher, etc; and
Other relevant documentation requested
by the tax authorities

e A certificate of tax residence of home

country; and
Other relevant documentation requested
by the tax authorities
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Dividends

e Challenges in applying for treaty benefit
— Tax resident certificate

— Beneficiary ownership test: Guoshuihan [2009] No. 601. An agent or conduit company will not be regarded as
a beneficial owner (and, therefore, will not qualify for treaty benefits)

— Specific factors for determining the beneficial owner

The applicant is obliged to distribute most of its income (e.g. more than 60%) to a resident of third country
within a prescribed time period (e.g. within 12 months from the date of receipt)

The applicant has no or minimal business activities

The applicant’s assets, scale of operations and personnel deployment are not commensurate with its income
The applicant has no or minimal control and decision-making rights and does not bear any risks

The income of the applicant is non-taxable or, if subject to tax, is subject to a low effective tax rate

e Good practice

— Maintain proper business substance at the recipient company level before the claim
— Obtain tax resident certification on a timely basis

11



Dividends (Cont'd)

e Some local practice for treaty benefit claim

Location Tax Residence Certificate Beneficiary Ownership Test

Jiangsu Not required for HK entity Exemption under certain special
circumstances

Shanghai Not required in certain districts for HK entity Unclear

Zhuhai, Guangdong Treaty benefits might be tentatively granted first followed by examination at tax
authority’s discretion

Zhejiang Not required in certain cities for HK entity Unclear

Other Locations Any special local practice? Any special local interpretation or
guidance?

12 Practical Challenges and Good Practice



Royalties

e Challenges

13

Good practice

Characterization of royalty income—Guoshuihan [2009] No. 507

= Information concerning industrial, commercial or scientific experience

= Service contracts

= Technical assistance

= Payments specifically not considered as royalty payments _
Import Custom Duty and VAT if viewed as part of payment for imported goods De{gﬁg% 23;:;'; on
Royalty rate exceeding the percentage limit Certain Percentage of
Where treaty benefit is sought, similar challenge as dividend above ;]e(;’jgubeé EZ%i:t\';\a/ﬂm
60 days Since the Amount

is Determinable
Planning/documentation study on the fairness of the charge rate at the outset

Proper rate split between technology and trademark

Timely registration with the local ministry of commerce authority

Timely registration with the local science and technology authority if BT exemption is sought
Timely bill and payment

Build royalties into sales price?



Loan/Interests

e Challenges

— Purpose of loan

— Borrowing capacity limitation—regulatory requirement for foreign investors

— Thin capitalization rule—Caishui [2008] No.121
= Debt-to-equity ratios: 5:1 for financial institutions and 2:1 in all other cases
= Interest expense exceeding the stipulated threshold is non-deductible unless the loan is arm’s length
= Higher burden to prove arm’s length if exceeding the ratio

— Where treaty benefit is sought, similar challenge as dividend above

e Good practice
— Analysis of a company’s relevant debt/equity ratio if it is larger than 5 or 2
— Planning (roughly at least) and/or documentation study to ensure the rate’s fairness
— Timely repayment of interest and principal

14



Intercompany Service
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Challenges
— Actual occurrence of service

Reasonableness of charges

Disallowed deduction and remittance as management fee

Deemed as taxable income although service is actually performed outside China
Offshore technology service treated as royalty?

Good practice

Draft the agreement properly

Use payment terms preferred by the tax authority wherever possible

Maintain good documentation to show the actual occurrence of the service and the place of provision of service
Planning and/or documentation study to justify the fairness of service charges

Make payment timely

Cost sharing as appropriate, e.g. services are between European entities and their Chinese related parties
Distinguish it from management fee



Intercompany Service (Cont'd)

Good Sample

A Detail service scope as specifically as possible

A Avoid using word “management fee”

A Separate different service items in different contracts

A Service fee charged on hourly rate basis may be
accepted more easily

A Timely communication with tax authority and
preparation of supporting documents

A Competent tax specialist who has clear
understanding of transaction and is able to
respond correctly

A Careful review application packages
before submission

16

Bad Sample

¥ Framework service contract and charge on cost
allocation basis, which are likely to be challenged as
management fee

¥ Use word “management” in the scope

¥ Weakness in maintenance of supporting documents
in a timely manner

¥ Lack of communication with tax authority on certain
ambiguity areas

¥ Improper understanding of tax rule and
other regulations

¥ Don’t have solid understanding of
transaction substance



Expatriate Remuneration Recharge

e Challenges
— Unable to receive tax clearance certificate unless tax is paid
— Denial of remittance by SAFE because not in the permitted scope unless qualified MNC

e (Good practice
— Qualify as registered MNC with SAFE
— Pay on a timely manner
— Permissibility under the new Circular 75
— Manage PE exposure as a result of international secondment arrangement

17



4. Summary

citi



Summary

1. Signing
Contracts %

2. Business
8. Remittance Registration/Tax
Certificates Registration/
Contract Filing

3

Reporting Taxation of non-residents 3. Determination

Method and and overseas remittance of Nature
Responsibility

6. IT Payable? 4. Income Tax

Payable?

5. BT or VAT
Payable?
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5. Questions and Answers
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Disclaimer

These materials and the information contained herein are provided by Deloitte Touche Tohmatsu and are intended to
provide general information on a particular subject or subjects and are not an exhaustive treatment of such subjecit(s).

Accordingly, the information in these materials is not intended to constitute accounting, tax, legal, investment,
consulting, or other professional advice or services. The information is not intended to be relied upon as the sole
basis for any decision which may affect you or your business. Before making any decision or taking any action that
might affect your personal finances or business, you should consult a qualified professional adviser.

These materials and the information contained therein are provided as is, and Deloitte Touche Tohmatsu makes no
express or implied representations or warranties regarding these materials or the information contained therein.
Without limiting the foregoing, Deloitte Touche Tohmatsu does not warrant that the materials or information contained
therein will be error-free or will meet any particular criteria of performance or quality. Deloitte Touche Tohmatsu
expressly disclaims all implied warranties, including, without limitation, warranties of merchantability, title, fitness for a
particular purpose, non-infringement, compatibility, security, and accuracy.

Your use of these materials and information contained therein is at your own risk, and you assume full responsibility
and risk of loss resulting from the use thereof. Deloitte Touche Tohmatsu will not be liable for any special, indirect,
incidental, consequential, or punitive damages or any other damages whatsoever, whether in an action of contract,
statute, tort (including, without limitation, negligence), or otherwise, relating to the use of these materials or the
information contained therein.

If any of the foregoing is not fully enforceable for any reason, the remainder shall nonetheless continue to apply.



IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied
upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction"). Accordingly, you
should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a financing,
underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to
keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and
accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or
accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior
management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby agree that
from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax
treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number. We may
also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time without notice
and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which represent potential future
events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without
any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a
favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific recommendations
or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications
between its investment banking and research personnel to specifically prescribed circumstances.

[TRADEMARK SIGNOFF: add the appropriate signoff for the relevant legal vehicle]
© 2010 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

© 2010 Citigroup Global Markets Limited. Authorized and regulated by the Financial Services Authority. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used
and registered throughout the world.

© 2010 Citibank, N.A. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.
© 2010 Citigroup Inc. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.
© 2010 [Name of Legal Vehicle] [Name of regulatory body.] All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own
environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi's unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position Statement, the first US
financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology, and other carbon-emission
reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of carbon neutral power for our
operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of electric power projects; (f) producing equity
research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance understanding
and solutions.

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

efficiency, renewable energy & mitigation



